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CURRENCY  REFORM 


REMARKS  BEFORE  THE 


CALIFORNIA  BANKERS’  ASSOCIATION 


AT  ITS  SIXTH  ANNUAL  CONVENTION 

SAN  FRANCISCO,  SERTE.VIBER  15.  1S98 


By  JOHN  J VALENTINE 

Preddent  oj  the  Associaiion 
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To  the  Members  and  Guests  of  the 

California  Bankers’  Association. 

Gentlemen : 

It  is  with  unfeigned  regret  that  I find  I cannot 
be  present  in  person  to  welcome  you  to  this  our  Sixth 
Annual  Convention,  but  circumstances  beyond  my 
control  impend  which  will  render  it  impossible. 

In  addressing  you  thus,  it  would  be  in  order  for  me 
to  preface  my  remarks  with  a brief  summary,  at  least, 
of  current  financial  happenings  and  of  the  stirring 
events  that  have  occurred  in  national  affairs  since  our 
last  meeting,  and  point  out  how  the  pressing  needs  of 
the  hour  have  demonstrated,  as  probably  nothing  else 
could,  the  vast  importance  of  untarnished  national 
credit ; but  all  this,  as  also  the  discussion  of  matters  of 
banking  detail,  the  methods  to  be  recommended  for  doing 
business  in  specified  localities,  etc., — with  which  they 
are  more  familiar  than  I am — I will  leave  to  the  more 
fortunate  gentlemen  who  will  follow  me  in  person,  and 
at  once  proceed  to  the  consideration  of  the  potential 
question  that  concerns  us  all  — 

CURRENCY  REFORM. 

The  monetary  system,  so  called,  of  the  United  States 
has  long  been  a reproach,  not  to  say  scandal,  to  both 
the  intelligence  and  business  honesty  of  the  country. 
For  years  past  it  has  staggered  under  no  less  than  ten 
different  forms  of  money,  with  variable  functions,  in- 
cluding a heterogeneous  mass  of  old  war-time  devices 
adopted  as  temporary  expedients  to  meet  extraordinary 
emergencies,  all  of  which  appear  to  have  become  amal- 
gamated and,  by  prescription  and  public  apathy,  crys- 
tallized into  an  aggregation  of  inefficient  civic  instru- 


mentalities  wholly  unworthy  of  the  name  of  a monetary 
system,  and  at  variance  with  every  accepted  principle 
of  monetary  science  and  stability,  as  well  as  with  sound 
financial  policy. 

It  will  not  be  necessary  here  to  dwell  upon  the  intol- 
erable embarrassments  that  have  been  inflicted  upon  the 
business  of  the  country  by  this  condition  of  things. 
Business  men  and  organizations  have  been  protesting 
against  it  for  years  and  pleading  for  relief,  but  in  vain. 
Congress  has,  for  more  than  thirty  years,  been  toying 
with  the  subject  in  a more  or  less  perfunctory  manner; 
but  at  no  time  prior  to  the  panic  of  1893  had  these 
efforts  ever  risen  above  a mere  tinkering  with  some 
temporary  expedient.  No  broad  and  comprehensive 
plan  of  monetary  policy  founded  upon  the  logical  prin- 
ciples of  monetary  science  had  been  attempted  ; and 
both  political  parties  have  apparently  felt  satisfied  that 
they  fully  discharged  their  public  duties  by  inserting 
in  their  political  platforms  some  meaningless  platitude, 
in  the  way  of  a straddle,  embodying  the  declaration  of 
a financial  policy  wholly  inconsistent  with  its  own 
terms. 

But  the  financial  panic  of  1893  seems  to  have  at  last 
aroused  the  country  to  a sense  of  the  inherent  dan- 
gers of  our  present  monetary  agglomeration,  and  Con- 
gress has  now  become  very  much  in  earnest  in  its 
efforts  to  effect  a radical  and  lasting  reform.  To  this 
end  a bill  was  introduced  some  two  years  ago,  providing 
for  the  appointment  by  the  President  of  a non-partisan 
commission  of  eleven  business  men  which  should  take 
under  consideration  our  entire  monetary  status  and  its 
relations  to  the  financial  and  fiscal  operations  of  the 
government,  and  formulate  a thoroughly  consistent 
and  logical  system  which  would  exclude  the  danger- 
ous elements  at  present  existing,  and  which  have  so 
long  been  a constant  menace  to  our  monetary  stability 
and  national  credit. 

Unfortunately,  this  bill  failed  to  become  a law;  but 
the  business  men  of  the  country  had  meanwhile  taken 
up  the  subject  through  the  Boards  of  Trade  in  the  lead- 
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ing  cities,  which  appointed  delegates  to  a monetary  con- 
vention to  be  held  at  Indianapolis,  Ind.  This  conven- 
tion, wherein  more  than  one  hundred  cities  in 
twenty-six  states  were  represented,  by  delegates  em-: 
bracing  many  of  the  ablest  business  men  in  the  coun- 
try, convened  January  12,  1897,  and  was  thoroughly 
non-partisan  in  character.  Full  accounts  of  its  pro- 
ceedings have  been  published,  and  you  are  therefore 
doubtless  more  or  less  familiar  with  them.  Among 
other  things  the  convention  authorized,  by  resolution, 
its  executive  committee — of  which  the  Hon.  H.  H. Hanna 
of  Indianapolis  is  chairman — in  the  event  that  Con- 
gress should  fail  to  pass  the  bill  providing  for  the 
appointment  of  a commission,  to  select  from  the  busi- 
ness men  of  the  country  a similar  number  of  gentlemen 
of  known  financial  ability  to  convene  at  Washington 
city  and  serve  in  that  capacity.  The  commission  so 
selected  assembled  August  22d,  and  concluded  its  labors 
December  1 , 1897.  It  made  an  elaborate  report,  in  which 
all  the  questions  relating  to  our  metallic  currency, 
the  demand  obligations  of  the  government,  and  the 
national  banking  system  were  fully  discussed.  The 
result  of  its  labors  has  been  highly  commended  by  many 
members  of  Congress,  as  well  as  the  public  press,  and 
a bill  embodying  its  recommendations  was  introduced 
into  Congress  by  Representative  Overstreet  and  refer- 
red to  the  Committee  on  Currency  and  Banking. 

In  the  meantime,  Mr.  Walker,  chairman  of  that  com- 
mittee, and  Mr.  Fowler,  a member,  had  each  introduced 
elaborate  bills  at  the  previous  session,  and  Mr.  Gage, 
Secretary  of  the  Treasury,  had  also  formulated,  in  his 
annual  report,  a plan  of  currency  reform  upon  the  same 
lines,  in  many  respects,  with  those  of  that  monetary 
commission.  The  Secretary  of  the  Treasury  and  lead- 
I ing  members  of  the  commission  were  invited  before  the 

Congressional  Committee  to  explain  in  detail  the 
various  provisions  of  the  bills  embodying  their  recom- 
mendations, and  were  subjected  to  a most  rigorous  and 
searching  examination  on  the  part  of  its  chairman  and 
other  members. 


r 


( 6 ) 

The  final  result  was  that  the  Committee  on  Cur- 
rency and  Banking  appointed  a special  sub-committee 
from  its  own  membership,  to  which  were  referred  all  the 
bills  that  had  been  presented,  with  a view  to  its  em- 
bodying in  a single  bill  the  best  provisions  of  each. 

This  sub-committee  accordingly  reported  the  bill 
now  pending  before  the  Committee  on  Currency  and 
Banking,  entitled,  “A  bill  to  provide  for  strengthening 
the  Public  Credit,  for  the  retirement  of  the  Demand 
Obligations  of  the  United  States,  and  the  Amendment 
of  the  laws  relating  to  National  Banking  Associations.” 
The  bill  embodies  many  of  the  provisions  recommended 
by  the  Monetary  Commission  spoken  of,  and  is  doubt- 
less the  best  considered  measure  yet  presented  to 
Congress,  so  far  at  least  as  it  relates  to  the  National 
Banking  System,  respecting  which  it  differs  from 
all  others  in  many  of  its  provisions.  It  was  ac- 
companied by  a report,  admirably  clear  and  lucid, 
giving  a synopsis  of  its  provisions  and  explaining 
them.  Regarding  it  as  the  most  important  measure 
affecting  the  banking  business  of  the  country  that  has 
yet  been  presented  to  Congress,  I cannot  do  better  than 
to  quote  here  the  sub-committee’s  explanations  of  its 
scope  and  purposes  : 

“ The  purpose  of  this  bill,  as  declared  by  its  title,  is 
“ the  strengthening  of  the  public  credit,  the  relief  of 
“ the  United  States  Treasury,  and  the  amendment 
“ of  the  laws  relating  to  National  Banking.  These 
“ objects,  we  believe,  will  be  best  attained  by  relieving 
“ the  Treasury  Department  of  the  current  redemption 
“ of  demand  notes,  casting  that  burden  upon  the 
‘‘  National  Banks,  and  permitting  the  banks  to  provide 
“ the  elastic  element  of  the  paper  currency  of  the 
“ country. 

“ National  Banks  are  required  to  assume  the  current 
“ redemption  of  United  States  demand  notes  in  order 
“ to  obtain  circulation  based  upon  their  commercial 
“ assets.  A new  class  of  notes,  called  ‘ National 
“ Reserve  Notes,’  is  to  be  issued  in  lieu  of  the  legal 
“ tender  notes  deposited  by  the  banks  with  the  Treas- 
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ury,  and  these  reserve  notes  are  to  be  redeemed  by 
“ the  banks  out  of  the  redemption  fund,  which  they  are 
“ required  to  maintain  in  gold.  These  reserve  notes 
“ are  not  treated  in  any  respect  as  bank  notes,  because 
“ the  banks  are  not  liable  for  their  ultimate  redemption. 

“ The  basis  of  National  Bank  note  circulation  will 
“ eventually  be  the  commercial  assets  of  the  banks. 
“ This  result  will  be  reached,  how^ever,  only  after  a 
“ series  of  years,  by  a conserv'^ative  method.  National 
“ Banks  will  continue  to  be  required  during  one  year 
“ after  the  passage  of  this  bill  to  maintain  the  same 
“ amount  of  United  States  bonds  as  security  for  circula- 
“ tion  which  is  required  by  existing  law,  but  they  will 
“ be  permitted  to  issue  notes  to  the  face  value  of  these 
“ bonds.  This  bond  deposit  may  be  reduced  by  one- 
“ fourth  annually,  beginning  one  year  after  the  passage 
“ of  this  act. 

“ National  Banks  are  to  be  permitted  to  issue  ‘ Na- 
“ tional  Currency  Notes’  upon  their  commercial  assets 
‘‘  to  the  amount  of  the  reserve  notes  issued  to  them  in 
“ return  for  deposits  of  United  States  notes.  The  pur- 
“ pose  of  this  provision  is  to  induce  the  conversion  of 
“ United  States  notes  into  reserve  notes,  as  well  as  to 
“ limit  the  issues  of  currency  upon  commercial  assets. 

“Treasury  notes  issued  under  the  act  of  July  14th, 
“ 1890,  are  to  be  dealt  with  eventually  upon  the  same 
“ basis  as  United  States  notes. 

“A  tax  of  two  per  cent  is  levied  upon  National  cur- 
“ rency  notes  issued  in  excess  of  60  per  cent  of  the 
“ capital  of  any  national  bank.  A tax  of  six  per 
“ cent  is  levied  upon  circulation  of  the  same  char- 
“ acter  in  excess  of  80  per  cent  of  the  capital. 

“ The  National  currency  notes  based  upon  commer- 
“ cial  assets  are  to  be  secured  by  a Bank  Note  Guaranty 
“ Fund,  made  by  the  contribution  in  gold  coin  of  five 
“ per  cent  of  the  asset  circulation  of  the  banks.  This 
“ fund  may  be  replenished  by  calls  upon  the  banks,  if 
“ reduced  by  the  redemption  of  the  notes  of  failed 
“ banks  ; but  no  bank  shall  be  required  to  pay  more 
“ than  one  per  cent  in  addition  to  its  original  deposit  of 
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“ five  per  cent,  in  any  one  year.  The  currency  notes 
“ are  also  secured  by  a first  lien  upon  the  bonds  on  de- 
“ posit  as  security,  and  upon  all  the  other  assets  of  the 
“ bank. 

“ National  reserve  notes  will  continue  to  be  legal 
“ tender  until  received  in  the  Treasury  from  failed  and 
“ liquidating  banks,  when  liability  for  them  will  be  ^ 

“ assumed  by  the  Government  and  they  will  be  redeemed 
“ and  canceled.  Provision  is  made  that  they  shall 
“ cease  to  be  required  as  a basis  of  circulation  when 
“ the  Secretary  of  the  Treasury  is  satisfied  that 
“ there  is  no  longer  a sufficient  amount  available  to 
“ meet  the  demands  for  new  banks  and  increased  cir- 
“ dilation. 

National  banks  are  required  to  pay  a tax  of  one- 
“ eighth  of  one  per  cent  semi-annually  upon  their  capi- 
“ tab  surplus,  and  undivided  profits,”  (Subject,  how- 
ever, to  reductions  on  account  of  National  reserve  notes 
taken  out  by  them.) 

“National  banks  are  permitted  to  establish  branches 
“ under  regulations  to  be  prescribed  by  the  Secretary  of 
“ the  Treasury, 

“ Branch  banking  is  a system  in  almost  universal  use 
“ in  other  civilized  countries  where  the  methods  of 
“ modern  finance  are  well  developed,  and  is  almost 
“ essential  to  the  economical  use  of  capital  and  the  dis- 
“ tribution  of  credit.  One  of  the  most  striking  bene- 
“ fits  of  branch  banking  is  that  a branch  may  be  created 
“ and  maintained  at  a profit  in  a community  without 
“ sufficient  business  for  an  independent  bank.  This 
“ would  permit  the  extension  of  credit  into  many  locali-  v • 

“ ties  in  the  thinly  settled  portions  of  the  country  where 
“ it  is  now  impossible.  Branch  banking,  moreover,  per- 
‘‘mits  the  more  ready  flow  of  capital  from  communi- 
“ ties  where  it  is  not  needed  to  those  where  it  is  needed 
“than  does  the  operation  of  independent  banks.  It 
“ does  not  drain  of  money  a community  where  money 
“ is  needed,  as  would  be  the  case  with  banks  required  to 
“ invest  their  deposits  in  securities,  but  carries  into 
“ every  community  where  the  interest  rate  is  high 
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i “ enough  to  attract  money  the  amount  which  is  there 

j “ demanded  and  which  is  in  less  demand  at  other  points. 

“ One  of  the  essential  purposes  of  the  bill  is  to  re- 
“ lieve  the  United  States  Treasury  from  the  burden  of 
“ the  constant  redemption  of  Government  paper  money, 
“ and  to  obviate  the  necessity  of  selling  interest-bear- 
r ^ “ ing  bonds  running  for  a long  term  in  order  to  obtain 

i “ gold  for  the  continued  and  repeated  redemption  of 

“ notes  under  the  present  status.” 

The  foregoing  is  a brief  summary  of  the  chief  features 
of  the  bill.  Doubtless  it  is  impossible  to  frame  a meas- 
ure of  this  kind  that  would  suit  any  one  in  every  par- 
ticular. Even  we  of  our  own  Association,  representing 
only  one  section  of  the  country,  would  differ  among 
ourselves  as  to  details,  and  perhaps,  also,  as  to  some 
principles.  The  difficulty  of  securing  an  agreement  of 
business  interests  all  over  the  land  on  what  is  essential 
in  currency  and  banking  reform  is  known  to  us  all. 
j The  bill  combines  the  most  important  principles  to  be 

followed  in  the  revision  of  our  monetary  legislation, 
those  in  regard  to  which  thinking  minds  are  almost 
unanimous,  in  a form  politically  feasible.  It  practi- 
cally retires  the  greenbacks,  but  without  the  issue  of 
bonds ; it  maintains  the  parity  of  all  our  moneys,  while 
giving  a larger  scope  to  the  legitimate  use  of  silver ; it 
affords  an  opportunity  in  this  country  of  testing  bank 
circulation  based  upon  general  assets,  but  makes  the 
banks  assume,  in  return,  the  burden  of  the  current 
redemption  of  Government  notes ; above  all,  it  is  the 
most  direct  recognition  we  have  yet  had  of  the  fact  that 
all  our  money  is,  and  must  be,  based  upon  the  gold 
standard — at  the  same  time,  through  branch  banks  and 
a reduced  minimum  capitalization,  furnishing  sparsely 
‘ settled  districts  adequate  provisions  for  their  need  of 

^ capital,  thus  silencing  the  alarmist  cry  of  “ contraction  ” 

where  it  has  hitherto  reached  too  credulous  ears. 

From  the  standpoint  of  sound  money,  the  bill  is  the 
best  that  has  been  presented  to  Congress,  and  yet  it 
concedes  more  than  any  of  the  others  to  the  honest 
inflationist,  whose  real  need  is  improved  banking  facili- 
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ties.  As  Chairman  Hanna  says : “ Every  advocate  of 
change  in  our  currency  laws^  and  every  citizen  and  busi- 
ness man  who  seeks  safe  and  stable  things  in  finance  should 
immediately  recognize  the  vital  importance  of  complete 
support  of  this  measure.  It  is  a great  step  forward^'* 

In  conclusion : Under  date  of  August  29th  the 

press  dispatches  from  New  York  reported  as  follows: 
“ Members  of  Democratic  committees  in  fifteen  states 
“ in  the  south  and  west  emphatically  endorse  the  remarks 
“ made  by  ex-Governor  Stone  of  Missouri  to  the  effect 
“ that  Bryan  will  be  re -nominated  in  1900  and  that  the 
“ issue  of  the  campaign  will  be  the  free  coinage  of  sil- 
“ ver.” 

We  may  as  well  prepare  promptly  and  energetically  to 
meet  this  threatened  onslaught  of  the  advocates  of  Free 
Silver — in  other  words,  of  Fiatism. 

The  monetary  standard — the  standard  of  value — of 
this  country,  and  of  the  commercial  world,  is  GOLD, 
and  the  experience  of  the  United  States  in  the  past  two 
years  has  fully  vindicated  THE  GOLD  STANDARD. 

In  the  war  just  closed  our  army  and  navy  dis- 
played invincible  prowess  and  set  an  example  of 
intrepidity,  chivalrous  magnanimity,  fortitude,  patience 
and  compassionate  forbearance  that  is  the  admiration 
of  mankind.  Let  the  commercial  and  financial  in- 
terests of  the  United  States  no  less  fearlessly  and  con- 
siderately press  forward  in  the  path  of  right  and  duty, 
undeterred  by  the  clamor  of  illusion,  prejudice  and 
misconception,  toward  the  attainment  of  a monetary 
SYSTEM  that  shall  command — what  our  country  in 
other  particulars  enjoys — the  respect  and  confidence  of 
the  world.  Very  truly  yours. 

JOHN  J.  VALENTINE, 

President  California  Bankers’  Association, 

San  Francisco,  Cal., 

September  8,  1898. 


